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The  nation’s  continuing  deficits  and  increasing  debt  will  lead  to  its  declining 
economic  strength  if  not  checked.  Economic  power  is  the  foundation  for  the  other 
elements  of  national  power  so  economic  problems  degrade  military  power,  erode 
America’s  international  image,  and  potentially  may  lead  to  declining  faith  in 
democratization  efforts  abroad  as  developing  nations  find  free  market  capitalism  less 
attractive.  The  U.S.  should  adopt  a  grand  strategy  of  “economic  renewal”  to  maintain  its 
economic  power.  By  taking  steps  to  reduce  its  debt  and  leading  an  international  effort 
to  replace  the  dollar  as  the  global  currency,  the  United  States  can  focus  on  rebuilding  its 
economic  power  and  maintaining  its  role  as  a  global  leader.  Supporting  military, 
diplomatic,  and  informational  strategies  will  ensure  the  world  sees  these  changes  as  the 
actions  of  a  global  power  leading  visionary  change  instead  of  a  declining  power  trying  to 
hold  onto  a  fading  empire.  Changes  led  by  the  U.S.  are  essential  for  this  country  to 
maintain  its  power  as  well  as  to  shine  as  a  beacon  of  free  market  and  democratic 
principles  around  the  world. 


ECONOMIC  RENEWAL:  A  GRAND  STRATEGY  FOR  THE  UNITED  STATES 


As  goes  the  U.S.  economy,  so  goes  U.S.  military  strength  and  strategic 
influence. 

— Global  Strategic  Assessment  20091 

The  national  debt  of  the  United  States,  increasing  with  anticipated  budget  deficits 
for  the  next  decade,  is  the  single  greatest  threat  to  the  country’s  security  and  its  role  as 
a  democratic  model  for  the  world.  At  worst,  the  debt  will  sow  the  seeds  for  global 
economic  turmoil  as  the  world  community  recognizes  that  its  only  superpower  and 
holder  of  the  “global  currency”  may  eventually  be  unable  to  repay  its  debt  obligations. 
The  more  likely  case  is  that  the  eroding  strength  of  U.S.  economic  power  will  lead  to  its 
decline  in  the  global  order  and  a  lesser  desire  by  other  nations  to  “be  like  America.” 

This  foretells  a  possible  weakening  of  support  for  free  market  capitalism  that  in  the 
longer  term  can  remove  a  necessary  foundation  for  the  emergence  and  growth  of 
democratic  institutions.  This  may  ultimately  be  the  most  perilous  danger,  as  the  decline 
in  advocacy  for  free  market  and  democratic  principles  may  lead  to  a  new  world  order 
where  centralized  authoritarian  governments  like  China  shine  brighter  for  the  world’s 
developing  nations. 

There  is  a  narrow  window  for  the  United  States  to  address  this  threat,  for  “once 
economic  rot  sets  in,  it  is  historically  very  difficult  to  reverse.”2  Although  some 
economists  downplay  the  debt  problem,  recent  world  events  such  as  the  credit  rating 
downgrades  for  Greece  and  Mexico,  and  the  Dubai  request  for  debt  restructuring,  have 
shown  that  “inevitable  surprises”  emerge  quickly.  This  decade  is  critically  important  for 
the  country  because  as  debt  service  consumes  a  growing  percentage  of  U.S. 
discretionary  spending,  the  rise  of  China  on  the  world  stage  presents  an  alternative  to 


the  American  model. 3  The  U.S.  must  act  now  to  adopt  a  grand  strategy  of  “economic 
renewal”  that  not  only  sustains  the  economic  superiority  of  the  U.S.  but  maintains  this 
nation  as  the  clearest  exemplar  of  free  market  ideas  and  democratic  principles. 
President  Obama’s  speech  at  West  Point  highlighted  the  importance  of  this  economic 
foundation:  “In  the  end,  our  security  and  leadership  does  [sic]  not  come  solely  from  the 
strength  of  our  arms."4  To  sustain  this  strength,  the  country  must  act  to  reduce  its  debt 
and  restructure  the  role  of  the  U.S.  dollar  in  the  international  monetary  system  to  set 
conditions  for  the  nation’s  economy  to  thrive. 

The  Magnitude  of  Today’s  Debt 

Today,  the  nation  has  in  excess  of  $12  trillion  in  debt,  which  is  90%  of  the 
country’s  GDP,  with  deficits  forecast  through  2019. 5  This  latest  percentage  tells  only  a 
small  part  of  the  story.  The  debt  was  61  %  of  the  GDP  ten  years  ago  but  in  201 1 ,  the 
debt  will  surpass  1 00%  of  the  GDP  and  continue  to  rise,  eventually  reaching  over  $23 
trillion  by  2019. 6  But  debt  can  be  refinanced,  if  creditors  continue  to  believe  the  United 
States  is  a  trustworthy  borrower  that  will  meet  its  debt  obligations.  Therein  lies  the 
developing  problem:  each  year,  interest  payments  alone  will  consume  an  ever- 
expanding  portion  of  the  federal  budget,  rising  from  $252.8  billion  in  2008  to  over  $460 
billion  by  2014. 7  The  percentage  of  the  budget  directed  to  interest  payments  will  rise  a 
full  three  percentage  points  from  8.5%  to  1 1 .5%.  By  comparison,  this  increase  in 
interest  payments  is  more  than  the  budgets  for  International  Affairs,  Transportation, 
Agriculture,  and  General  Science  and  Technology  combined.8  The  effect  on  the 
federal  budget  will  be  immense.  Locked  between  entitlement  and  discretionary 
spending,  the  nation’s  leaders  will  need  to  make  painful  choices  on  critical  issues  if  they 
are  to  sustain  international  faith  in  the  ability  of  the  United  States  to  repay  its  debts. 


2 


The  immediacy  of  our  debt  service  obligations  further  exacerbates  this.  The 
recent  need  for  stimulus  funding  has  pushed  the  level  of  short-term  notes,  historically 
just  at  25%  of  our  overall  debt,  to  over  36%. 9  Over  $3.5  trillion  is  due  within  the  next 
three  years  so  the  Treasury  Department  is  converting  this  short-term  debt  into  longer- 
term  bonds  while  interest  rates  are  low.  Securing  these  loans  requires  international 
faith  that  the  country  has  the  ability  to  repay  the  loans.  But  recently,  the  auctions  for 
these  conversions  was  weak,  prompting  even  higher  rates  in  order  to  sell  the  bonds. 10 
These  higher  interest  rates  will  further  exacerbate  the  year-to-year  cuts  in  discretionary 
budget  programming,  and  as  more  of  the  budget  is  diverted  to  interest  payments,  less 
can  go  to  other  programs. 

Some  economists,  such  as  Nobel  laureate  Paul  Krugman,  posit  that  the  nation 
has  been  through  periods  of  large  national  debt  before  and  today’s  current  level  is  not 
insurmountable. 11  Indeed,  the  period  following  World  War  II  demonstrated  this,  as  debt 
levels  were  then  at  108%  of  the  nation’s  GDP.12  According  to  this  argument,  if  the 
country  could  recover  from  that  debt  level  after  a  national  emergency,  then  certainly  it 
can  do  it  from  today’s  lower  levels.  Unfortunately,  the  situation  today  is  substantially 
different  from  that  period;  different  enough  to  mask  the  serious  troubles  that  lie  ahead 
for  the  United  States. 

Near  the  conclusion  of  World  War  II,  the  world  looked  to  the  United  States  for 
leadership,  not  only  in  military  defense,  but  in  economic  affairs.  The  U.S.  economy  was 
immensely  larger  than  any  other  and  with  its  new  central  role  as  World  War  II 
concluded,  the  U.S.  accepted  the  mantle  of  economic  leadership  as  well  as  the  role  of 
the  dollar  as  the  defacto  global  currency.  Today’s  global  economic  environment  is 


3 


vastly  different  as  rapidly  rising  China,  Brazil,  and  India  become  substantial  economic 
powers  and  the  European  Union  gains  unified  strength.  The  great  global  recession  that 
started  in  2008,  and  is  arguably  coming  to  an  end  just  now,  has  illuminated  the  danger 
of  highly  leveraged  consumption  and  the  speed  at  which  resulting  values  can  unravel. 
The  recent  announcement  by  Dubai  that  it  needed  to  restructure  its  debt  obligations 
sent  shockwaves  through  the  interconnected  global  financial  markets.  Nations  like 
Iceland  and  Ireland,  only  recently  regarded  as  fast  risers  in  the  modern  global 
marketplace,  have  quickly  receded  with  the  further  spread  of  financial  anxiety.  The 
current  debt  crisis  centered  on  Greece  is  still  playing  out  on  the  world  stage.  While  the 
U.S.  clearly  remains  the  leading  economy,  the  difference  between  1944’s  Bretton 
Woods  environment  and  today  is  that  there  are  numerous  vibrant,  competing 
economies  other  than  the  United  States  which  offer  new  choices  for  financial 
investment.  Unfortunately  for  the  U.S.,  these  choices,  especially  as  they  relate  to  the 
role  of  the  U.S.  dollar  as  the  global  currency,  will  have  adverse  effects  on  its  role  on  the 
world  stage  unless  properly  managed. 

As  the  U.S.  accumulated  debt,  the  value  of  the  U.S.  dollar  declined. 13  This  has 
alarmed  countries  such  as  China.  Holding  nearly  $800  billion  in  U.S.  Treasury 
obligations,  that  country  now  fears  that  its  holdings  are  losing  long-term  value.14  While 
much  has  been  made  about  China  and  the  U.S.  sharing  a  “mutually  assured 
destruction”  arrangement  where  neither  nation  can  really  force  the  other  to  change  its 
economic  behavior  because  of  the  devastating  results,  the  reality  is  that  there  are  real 
efforts  underway  to  move  away  from  the  U.S.  dollar  as  the  world  currency.15  In 
February,  2010  China  sold  over  $34  billion  in  U.S.  Treasury  holdings.  In  October,  2009 
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a  British  newspaper  reported  that  a  group  that  included  China,  Saudi  Arabia,  Russia, 
Japan,  France  and  other  oil-producing  nations  met  secretly  to  consider  repricing  oil  with 
a  currency  other  than  the  U.S.  dollar,  as  the  declining  dollar  was  hindering  oil  pricing  on 
the  global  market.16  Separately,  a  leader  from  the  United  Nations  stated  the  need  to 
look  at  a  new  global  currency  other  than  the  dollar.17  Even  Australian  newspapers  have 
railed  against  the  declining  dollar  and  its  global  drain  on  the  world  economy.18  These 
are  not  just  casual  ideas;  instead  they  are  part  of  a  clear  recognition  that  the  economic 
power  of  the  United  States,  and  its  declining  dollar,  are  not  serving  the  global  currency 
needs.  The  implications  of  an  uncontrolled  move  away  from  the  dollar  as  the  global 
currency  are  vast,  and  will  be  incredibly  damaging  not  only  to  the  economy  but  to 
overall  national  power  unless  managed  by  the  United  States  as  part  of  a  comprehensive 
grand  strategy. 

Implications  of  Economic  Decline 

One  casualty  of  a  serious  economic  decline  will  be  U.S.  military  power.  With  a 
budget  over  $692  billion  and  now  consuming  one-quarter  of  all  discretionary  spending, 
the  Department  of  Defense  is  the  single  largest  consumer  of  federal  dollars  and  thus  will 
be  the  easiest  source  to  free  funds  to  service  the  debt.19  To  be  sure,  the  DoD  budget 
has  increased  dramatically  since  the  attacks  of  9/1 1 ,  with  the  defense  component  of  the 
discretionary  budget  increasing  while  all  other  domestic  categories  have  shrunk.20  But 
decreases  in  the  defense  budget  will  result  in  long-term  degradations  of  important 
capabilities.  With  a  multi-year  transition  out  of  Iraq,  and  a  newly  adopted  surge  into 
Afghanistan,  any  decreases  in  the  defense  budget  will  likely  have  to  come  from  future- 
oriented  appropriations  not  directly  supporting  the  current  warfight.  These  include 
procurement  (over  $125B  in  FY09),  research,  development,  test  and  evaluation  (RDTE, 
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$68. 6B  in  FY09),  and  Military  Construction  at  $10.2B.21  Early  signs  of  potential 
decreases  include  the  Administration’s  delay  or  cancellation  of  weapons  systems  such 
as  the  Army’s  Future  Combat  System,  the  Air  Force’s  Transformational  Satellite  and  the 
Navy’s  Zumwalt-class  destroyer.22  Since  cuts  cannot  be  made  to  the  current  force  while 
two  conflicts  are  ongoing,  there  is  little  ability  to  divert  increasingly  expensive  personnel 
funding  to  pay  for  modernization  that  maintains  U.S.  military  superiority  over  rising 
powers  such  as  China.23  If  these  cuts  are  matched  with  further  cancellations  of  cutting- 
edge  technology  programs,  there  is  the  potential  for  a  gradual  decline  in  the  relative 
technological  superiority  of  the  U.S.  military. 

This  potential  period  of  relative  decline  in  military  power  will  unfortunately 
coincide  with  the  declining  U.S.  image  abroad.  Just  when  the  favorable  image  of 
America  will  be  critically  important  to  offset  declining  military  strength,  it  will  wane.  This 
loss  of  prestige  is  not  based  on  declining  military  strength,  although  it  may  contribute  to 
it,  or  even  accelerate  it.  This  decline  in  image  is  already  widely  viewable,  extending 
beyond  Europe  and  the  Middle  East  but  throughout  the  world  including  Latin  America 
and  Asia.24  The  image  of  the  country  abroad,  its  “soft”  power,  has  been  a  major  source 
of  influence  throughout  the  world.25  From  adoption  of  western  culture  and  free  market 
principles,  and  respect  for  individual  rights,  the  desire  of  other  nations  to  emulate  the 
U.S.  has  been  a  powerful  force.  Unfortunately,  the  economic  downturn,  combined  with 
the  continuing  wars  in  Afghanistan  and  Iraq,  and  then  communicated  across  an 
increasingly  interconnected  digital  world,  has  reduced  this  desire.  Even  with  the 
improved  international  favorability  of  President  Barack  Obama,  today’s  poor  image  of 
free-market  capitalism  will  have  severe  implications  for  the  U.S.  image. 
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A  decline  in  military  strength  may  have  been  partially  offset  by  an  increase  in  the 
positive  international  perception  of  the  U.S.  Unfortunately,  this  will  not  be  the  case  as 
the  same  economic  weakening  that  induces  the  military  decline  will  be  the  source  of  the 
decline  in  the  U.S.  image.  This  simultaneous  loss  of  military  and  soft  power  may  lead  to 
an  even  more  precarious  problem:  loss  of  long-term  support  for  democratic  principles. 
The  economic  decline  that  results  from  the  increasing  debt  will  be  a  serious  blow  to  the 
world’s  perception  of  free  market  principles.  The  United  States  has  been  the  model  of 
free  market  capitalism  for  more  than  sixty  years.  The  forces  of  the  free  market  have 
unleashed  the  economic  potential  of  the  country,  and  steadily-increasing  productivity 
has  put  it  on  a  path  of  mostly  sustained  growth.  A  declining  United  States  economy  will 
affect  the  whole  world  economy  and  rightfully  or  not,  the  situation  will  put  the  United 
States  “model  of  free  market  capitalism  under  a  cloud.”26  While  the  current  economic 
situation  is  largely  attributed  to  excesses  in  the  housing  market  and  insufficient  financial 
regulation,  an  economic  collapse  caused  by  excessive  U.S.  national  debt  will  result  in 
an  even  worse  perception  of  the  U.S.  A  future  debt  collapse  may  be  attributed  to  the 
inability  of  a  democratic  society  to  police  its  free  market  economy  and  instill  the 
necessary  discipline  to  maintain  a  sustainable  level  of  national  spending.  The 
perception  will  be  clear:  free  market-based  democracies  are  not  solid  foundations  for 
long-term  economic  viability.  The  United  States  will  not  be  the  only  democratic  failure 
for  sure;  the  United  Kingdom,  Greece,  and  Iceland  are  other  western  democracies  that 
have  the  potential  to  initiate  sovereign  debt  crises.  These  failures  may  be  the  triggers 
that  cause  greater  inspection  of  U.S.  economic  positions  that  could  lead  to  even  larger 
problems.  No  matter  the  chronology,  a  failure  of  the  financial  system  will  be  attributed 
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largely  to  the  United  States  and  with  this  failure  may  come  the  most  significant  setback 
to  democratic  principles. 

The  failures  of  democracies  to  manage  their  economies  will  be  viewed  against 
the  current  relative  success  of  China  and  its  rapid  economic  gains,  confronting 
developing  nations  with  a  choice  between  democracy  and  authoritarian,  centrally 
managed  government.  In  the  short  term,  the  centrally-managed  nation  without  the 
burden  of  the  “democracy  tax”  may  appear  ideal,  potentially  turning  these  developing 
nations  away  from  the  free  market  principles  that  often  precede  democratic  principles 
and  institutions.27  The  2006  National  Security  Strategy  best  states  the  strong  link 
between  free  markets  and  free  societies:  “Economic  freedom  is  a  moral  imperative.  The 
liberty  to  create  and  build  or  to  buy,  sell,  and  own  property  is  fundamental  to  human 
nature  and  foundational  to  a  free  society.”28  Any  hindrance  to  the  growth  of  democratic 
ideals  around  the  world  would  be  a  tremendous  loss. 

There  is  clear  evidence  that  the  relative  decline  of  U.S.  economic  power  has 
detracted  from  its  leadership  role.  Still,  when  there  is  a  global  crisis,  the  U.S.  remains 
the  single  nation  that  the  world  looks  to  for  leadership.  It  is  this  enduring  faith  in  the 
U.S.  that  gives  it  the  opportunity  to  renew  its  economic  strength  not  just  for  its  own 
sake,  but  to  establish  the  path  for  future  global  economic  and  democratic  expansion. 

A  New  Grand  Strategy 

The  United  States  is  now  at  the  point  at  which  it  must  implement  a  wholly  new 
grand  strategy  that  prioritizes  economic  vitality  -  the  “large  end”  of  a  new  national 
effort.29  Despite  the  gravity  of  the  ongoing  wars  or  the  current  economic  difficulties,  the 
nation  is  positioned  to  adopt  a  grand  strategy  of  “economic  renewal.”  Making  the 
adjustment  to  a  strategy  so  inwardly  focused  will  not  be  easy  as  the  inertia  of  the 
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nation’s  existing,  externally-focused  grand  strategy,  unwritten  and  vague  yet  remarkably 
consistent  over  the  past  nine  Administrations,  is  supported  by  international 
expectations,  defended  by  a  domestic  bureaucracy,  and  argued  over  by  a  firmly  divided 
American  public.30  Change  will  not  be  easy  as  “grand  strategy  requires  a  grand 
threat.”31  But  as  argued  here,  a  real  threat  to  the  United  States  economy  does  exist  and 
defeating  it  will  require  the  coordinated  focus  of  all  national  means  to  ensure  the 
economic  foundations  of  the  nation  are  solid  in  the  decades  ahead.  John  Lewis  Gaddis 
of  Yale  writes,  “Grand  strategy  is. .  .about  relating  all  of  the  means  at  your  disposal  to  the 
ends  you  have  in  view." 32  A  grand  strategy  to  sustain  U.S.  economic  primacy  will 
require  not  just  new  economic  policy,  but  a  fresh  view  of  the  positive  outcome  that  can 
result  from  the  integration  of  that  economic  policy  with  simultaneous  actions  in  defense, 
diplomacy,  and  informational  strategy. 

The  Dollar  as  the  Global  Reserve.  The  central  economic  policies  of  an 
“economic  renewal”  grand  strategy  are  the  transition  away  from  the  U.S.  dollar  as  the 
global  currency  combined  with  the  implementation  of  a  requirement  for  a  balanced 
federal  budget.  While  the  most  dramatic  symptom  of  the  economic  problem  in  the  U.S 
is  a  soaring  deficit  that  is  consuming  budget  resources,  the  root  cause  of  the  problem  is 
much  deeper.  The  role  of  the  U.S.  dollar  resulting  from  the  Bretton  Woods  agreements, 
while  a  necessary  stabilizing  force  in  the  concluding  days  of  World  War  II,  has  in  fact  led 
to  the  very  debt  problem  we  have  today.  Current  academic  discussion  is  recognizing 
the  problems  first  raised  by  Robert  Triff in,  who  in  the  1950s  recognized  the  dilemma  of 
a  single  national  currency  being  the  global  currency.  He  stated,  in  what  is  now  referred 
to  as  “Triffin’s  Dilemma,”  that  unless  the  U.S.  continued  to  run  deficits  and  a  negative 
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balance  of  trade,  dollars  necessary  for  global  growth  would  not  be  available.  Ultimately, 
this  same  deficit  spending  necessary  for  the  global  good  would  undermine  the  value  of 
the  dollar  and  reduce  global  faith  in  its  ability  to  retain  value.  Testifying  in  1960,  Triffin 
stated,  “A  fundamental  reform  of  the  international  monetary  system  has 
long  been  overdue.  Its  necessity  and  urgency  are  further  highlighted  today  by  the 
imminent  threat  to  the  once  mighty  U.S.  dollar.” 33  These  same  words  are  perhaps  even 
more  relevant  in  2010. 

Accumulating  vast  reserves  as  a  result  of  high  exports  to  the  U.S  and  an 
overvalued  dollar,  the  developing  nations  invested  their  earned  money  in  U.S.  treasury 
bonds.  These  large  foreign  purchases  facilitated,  even  encouraged,  this  nation’s 
increasing  debt  by  keeping  U.S.  borrowing  costs  down,  exacerbating  further  deficit 
spending  and  domestic  overconsumption.  The  U.S.  had  access  to  “easy  money”  and 
was  in  a  vicious  cycle.  This  further  increased  trade  imbalances  that  enabled  the  global 
exporters  to  invest  even  more  newly  earned  U.S.  dollars.  A  grand  strategy  that  moves 
away  from  the  dollar  serving  as  the  defacto  global  currency  will  help  stop  this  cycle. 

The  United  States  must  lead  this  change.  Citing  past  global  efforts  to  reform  the 
economic  architecture,  James  Boughton  writes  that  “the  central  lesson  that  emerges 
from  these  efforts  is  that  successful  reform  in  response  to  a  crisis  requires  three 
ingredients:  effective  and  legitimate  leadership  combined  with  inclusive  participation; 
clearly  stated  and  broadly  shared  goals;  and  a  realistic  road  map  for  reaching  those 
goals.”34  Similiarly,  a  change  from  the  dollar  will  not  happen  without  U.S.  leadership, 
wide-ranging  global  involvement,  and  a  long-term  effort  that  distributes  broad  benefits 
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while  reducing  short-term  shocks  to  the  financial  system.  This  “economic  renewal” 
grand  strategy  addresses  these  imperatives. 

The  calls  to  move  away  from  the  dollar  are  reemerging.  The  Chairman  of  the 
People’s  Bank  of  China  cited  Triffin’s  Dilemma  as  he  called  for  a  reform  of  the  global 
currency  system.35  As  noted  earlier,  the  United  Nations  also  made  a  call  for  currency 
reform  and  the  positive  global  benefits  it  would  entail.  Writing  in  Foreign  Affairs,  Fred 
Bergsten  also  argues  that  the  role  of  the  dollar  as  the  global  currency  has  facilitated 
trade  and  budget  deficits  but  that  without  reform,  the  U.S.  may  face  a  “hard  landing.”36 
Instead  of  resisting  this  major  change,  the  U.S.  should  recognize  the  irresistible  forces 
at  play  and  lead  the  adjustment  on  terms  beneficial  to  it.  There  are  numerous  options 
for  shifting  away  from  the  dollar,  including  “Special  Drawing  Rights”,  “baskets”  of 
currencies,  and  even  regional  approaches.37  While  the  precise  details  are  beyond  the 
scope  of  this  paper,  the  important  point  is  that  the  U.S.  is  in  a  position  to  lead  the 
transition  from  the  dollar  on  its  own  terms.  U.S.  sponsorship  of  a  deliberate  plan  is 
essential  to  prevent  the  collapse  of  the  dollar,  while  ensuring  the  American  public  that 
such  a  move  is  in  the  nation’s  long-term  interests. 

A  Balanced  Budget  Amendment.  A  move  away  from  the  dollar  is  but  one  part  of 
the  U.S.  economic  strategy.  Consistent  deficit  spending,  even  if  supported  by  ample 
foreign  purchases  of  treasury  bonds,  cannot  be  maintained  in  the  long  term  if  the  U.S.  is 
to  lead  an  effort  away  from  the  dollar  as  the  global  currency.  Since  foreign  investors  will 
now  have  other  options  for  investing  their  funds,  the  U.S.  will  likely  not  be  able  to  afford 
further  deficit  spending  because  of  the  higher  interest  rates  that  will  be  required  to 
attract  foreign  capital.  Without  the  benefit  of  having  the  global  reserve  currency,  the 
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costs  of  long-term  deficit  spending  will  simply  be  prohibitive.  This  means  that  as  part  of 
any  U.S.-led  move  away  from  the  dollar,  the  U.S.  should  simultaneously  put  in  place 
strict  controls  on  its  budget. 

This  will  not  come  easily  as  deficits  are  forecast  through  2019  according  to  White 
House  estimates.  As  part  of  the  recent  decision  by  the  Congress  to  raise  the  national 
debt  ceiling,  the  President  is  expected  to  create  a  “debt  commission”  to  help  assess  a 
path  ahead  to  resolve  the  impending  gaps.38  Unfortunately,  the  role  of  an  extra¬ 
legislative  commission  convening  prior  to  either  mid-term  congressional  elections  or 
prior  to  the  next  presidential  election  cycle  will  likely  bring  political  gamesmanship 
instead  of  real  results.  Just  as  previous  Congressional  efforts  like  the  “Gramm- 
Rudman-Hollings  Balanced  Budget  and  Emergency  Deficit  Control  Act  of  1985”  and 
“pay-go”  (Budget  Enforcement  Act  of  1990)  failed  to  control  federal  spending,  the 
likelihood  of  future  executive  and  legislative  action  being  successful  is  low.  Another 
possibility,  and  one  with  a  more  constitutionally-grounded  basis,  is  a  balanced  budget 
amendment.  This  would  be  more  appropriate  as  part  of  a  comprehensive  grand 
strategy  for  several  reasons.  First,  it  would  signal  the  gravity  and  seriousness  with 
which  the  U.S.  government  views  the  deficit.  This  message  would  be  especially 
important  for  the  global  community  to  show  that  concurrent  with  a  move  away  from  the 
dollar  as  the  global  currency,  the  U.S.  was  implementing  strict  controls  that  would  help 
maintain  the  current  value  of  the  dollar.  This  signaling  would  be  crucially  important  to 
uphold  the  dollar’s  value  and  prevent  its  freefall  as  a  new  global  currency  or  “basket  of 
currencies”  is  introduced.  Second,  a  properly  worded  amendment,  ratified  by  the 
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states,  would  contain  stricter  controls  that  would  limit  the  ability  of  Congress  to  “work 
around”  the  law  as  it  did  with  earlier  efforts  created  wholly  within  the  Congress. 
Supporting  Diplomatic,  Military,  and  Informational  Strategies 

Diplomatic,  military,  and  informational  strategies  that  support  diversification  from 
the  dollar  and  a  balanced  budget  amendment  will  be  egually  important  to  the  nation’s 
overall  success.  A  comprehensive  grand  strategy  should  include  Security  Council 
reform  as  a  means  to  ensure  the  most  significant  economically  developing  powers  have 
a  proper  role  in  securing  the  global  order.  Just  as  the  U.S.  must  lead  the  international 
effort  to  move  away  from  the  dollar,  it  will  have  to  lead  any  effort  to  reform  and 
reorganize  the  Security  Council. 

There  is  a  direct  relationship  between  economic  and  security  matters,  so  tackling 
Security  Council  reform,  with  membership  reform  as  a  minimum,  is  necessary  to  clarify 
the  economic/security  relationship  and  ensure  developing  economic  powers  understand 
that  not  only  will  they  have  new  economic  responsibilities,  but  they  must  also  assume 
leadership  responsibilities  for  international  security  issues.  While  there  is  some 
consternation  over  such  change,  including  within  the  U.S.,  there  are  growing  calls  for 
reform  that  will  ensure  greater  participation  within  the  Council.39  The  2004  U.N.  Report, 
Report  of  the  High-level  Panel  on  Threats,  Challenges  and  Change,  put  forth  two 
models  for  council  membership  change.40  Both  models  recommend  regional 
representation  through  a  mix  of  additional  permanent  as  well  as  non-renewable,  two- 
year  memberships.  Likely  aware  of  the  challenges  involved  with  the  perception  of 
taking  power  away  from  current  permanent  members,  neither  model  recommended 
removal  of  any  of  the  five  permanent  members  nor  any  additional  veto  powers  for  the 
new  permanent  powers. 
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No  matter  the  final  details,  these  models  for  Security  Council  membership  are 
important  because  they  acknowledge  the  rise  of  new  economies  and  their 
correspondingly  growing  influence  and  military  power.  More  importantly,  contemporary 
Security  Council  membership  reinforces  the  interconnectedness  of  the  world  economy 
and  the  defense  of  the  global  commons.  It  will  require  U.S.  leadership  to  change  the 
membership  of  the  Security  Council  because  even  if  there  is  resistance  to  the  current 
structure  from  some  developing  nations,  the  Council’s  current  structure  does  provide  a 
mostly  satisfactory  level  of  global  security.  U.S.  sponsorship  of  Security  Council  reform 
will  demonstrate,  just  as  a  balanced  budget  amendment  will,  that  the  U.S.  understands 
the  global  changes  that  are  occurring  and  is  prepared  to  manage  those  inevitable 
changes  for  the  global  good. 

Military  Priorities:  Deter  Chinese  Reactions.  Although  changes  in  the  global 
currency  and  Security  Council  reform  are  intended  to  resolve  current  tensions  within  the 
world  community,  the  U.S.  military  must  remain  postured  for  the  potential  conflicts  that 
could  result  from  such  far-reaching  change.  As  the  U.S.  necessarily  restrains  its  federal 
spending,  defense  spending  will  also  need  to  decline.  Therefore,  correct  prioritization  of 
the  remaining  defense  resources  is  essential  to  protect  U.S.  interests. 

This  prioritization  must  address  the  potential  response  from  China,  the  nation 
that  is  most  likely  to  calculate  that  a  new  U.S.  strategy  could  interfere  with  its  economic 
growth  and  internal  stability.  The  U.S.  military  must  continue  to  modernize  its  capacity 
for  global  reach  in  view  of  current  Chinese  strengthening  of  its  power  projection 
capacity,  procurement  of  Anti-  Access/Area  Denial  (A2/AD)  systems,  and  its  potential 
military  responses  to  a  new  U.S.  grand  strategy.41  Although  still  Army-centric  and 
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heavily  focused  on  Taiwan,  the  Chinese  military  is  improving  its  ability  to  project  both  air 

and  sea  power  to  support  its  interests  in  energy  and  sea  lanes  in  the  East  and  South 

China  Seas.42  Much  is  made  of  the  Chinese  military  presence  in  Africa,  but  this  is  on  a 

much  lower  scale  than  its  capacity  building  in  the  Asian  region.  What  should  not  be 

missed,  however,  is  the  core  mission  of  the  People’s  Liberation  Army: 

Providing  an  important  source  of  strength  for  consolidating  the  ruling 
position  of  the  CCP,  providing  a  solid  security  guarantee  for  sustaining  the 
important  period  of  strategic  opportunity  for  national  development, 
providing  a  strong  strategic  support  for  safeguarding  national  interests, 
and  playing  a  major  role  in  maintaining  world  peace  and  promoting 
common  development  [emphasis  added].43 

Given  this  core  mission,  it  is  not  inconceivable  that  the  Chinese  military  will  be 
called  into  action  as  the  Chinese  government  recognizes  the  implications  of  the  new 
U.S.  grand  strategy  for  its  national  development  strategy.  China  could  perceive  that  it 
has  the  most  to  lose  from  a  global  currency  change.  Holding  more  than  $800  billion  in 
U.S.  bonds,  it  may  assess  that  a  move  away  from  the  “global”  dollar  has  the  potential  to 
decrease  the  value  of  its  holdings,  interfere  with  its  export  surplus,  and  reduce  domestic 
employment.  A  ratified  balanced  budget  amendment  would  further  reinforce  that  the 
U.S.  intended  to  follow  through  with  President  Obama’s  desire  to  change  the  U.S.  from 
a  “consumer  of  last  resort”  for  the  world  to  a  more  export-focused  economy.  This  will 
directly  challenge  China’s  immediate  interests.44  These  integrated  economic  strategies, 
combined  with  Security  Council  reform  that  has  the  potential  to  give  India  and  up  to  two 
African  countries  significant  clout,  may  be  perceived  by  the  Chinese  government  as 
disruptive  to  its  security  and  stability. 

U.S.  air,  naval,  and  space  power  must  remain  technologically  superior  relative  to 
China  to  guarantee  our  capacity  to  respond  to  Chinese  reactions  to  the  new  grand 
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strategy.  Given  Chinese  procurement  of  anti-satellite  and  cyber-attack  capabilities,  the 
U.S.  must  prioritize  investments  in  countering  technologies  and  ensure  our  allies  in  the 
region  remain  aware  of  the  security  they  gain  from  our  possession  of  these 
technologies.45  Less  necessary,  and  thus  lowest  on  the  budget  priority,  is 
expeditionary  land  power  designed  for  low  intensity  conflict.  The  U.S.  Army  must  be 
prepared  to  downsize  as  part  of  budget  reductions  and  it  can  do  this  by  getting  away 
from  its  current  focus  on  manpower-heavy  counterinsurgency  missions.  The  U.S. 
should  inform  its  strategic  partners  that  with  its  leadership  of  the  transition  from  the 
dollar  and  Security  Council  membership  reform,  it  expects  their  military  contributions 
and  leadership  for  regional  security  to  increase.  Instead  of  directly  fighting  low  intensity 
conflicts,  the  U.S.  should  help  other  nations  build  their  capacity  for  these  struggles. 

The  recent  initiative  to  create  “Advise  and  Assist  Brigades”,  lauded  by  Secretary  Gates, 
is  the  right  move  to  help  others  meet  their  own  security  needs  instead  of  the  U.S.  Army 
doing  it  for  them.46 

This  “security  sharing”  will  enable  the  U.S.  to  prioritize  its  declining  resources 
toward  high-intensity  capabilities.  It  is  this  high-intensity  Army  capability,  matched  with 
persistently  superior  air,  space,  and  naval  power,  that  will  form  the  overarching  security 
umbrella  for  U.S.  friends  around  the  world  and  deter  any  threatening  Chinese  actions 
that  may  result  from  economic  change. 

Informational  Strategy  -  From  a  Position  of  Strength,  not  Weakness.  An 
“economic  renewal”  strategy  will  require  a  multi-faceted  informational  campaign. 
Internationally,  the  U.S.  must  send  the  message  that  it  is  undertaking  this  economic 
renewal  to  retain  its  position  as  the  world’s  leading  economic  power.  Building  on 
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President  Obama’s  recent  reaffirmations  that  the  U.S.  has  historically  been  a  force  for 
good  in  the  world,  the  strategic  message  must  be  clear  that  the  U.S.  recognizes  that  its 
economic  power  is  the  foundation  for  its  other  strengths,  and  that  by  undertaking  this 
new  strategy,  it  can  remain  as  a  military  power  and  stabilizing  force  on  the  world  scene. 
Although  there  will  be  long-term  global  benefits,  the  message  should  not  be  that  the 
U.S.  is  making  this  move  in  the  spirit  of  international  cooperation  and  generosity 
because  this  will  be  transparent  to  the  international  community.  If  the  message  is 
perceived  by  other  nations  as  an  early  indicator  of  U.S.  economic  decline,  the  abrupt 
loss  of  confidence  in  the  dollar  will  have  severe  consequences  both  domestically  and 
internationally.  However,  if  the  consistent  message  is  that  this  is  forward-looking, 
visionary  change,  then  the  world  reaction  may  instead  be  quite  positive,  acknowledging 
the  entrepreneurial  spirit  and  initiative  that  made  the  U.S.  the  leader  it  is  today. 

Just  as  there  can  be  no  apologies  for  the  need  to  remain  an  economic  and 
military  leader,  there  must  not  be  any  retreat  from  U.S.  diplomatic  leadership,  especially 
for  its  defense  of  democratic  principles  and  respect  for  individual  liberties.  As  China 
exhibits  a  “sense  of  triumphalism”  stemming  from  “a  sense  in  Beijing  that  the  global 
economic  crisis  proves  the  superiority  of  China's  controlled  economy  and  its 
authoritarian  political  system,”  the  U.S.  must  reinforce  the  importance  of  individual 
freedom  and  the  link  between  free  market  societies  and  democracies.47  Today,  there  is 
evidence  of  declining  U.S.  support  for  promoting  democracy  abroad.  Both  the 
Secretary  of  State  as  well  as  the  President  have  been  criticized  for  pushing  democracy 
promotion  to  the  back  shelf.48  Whether  this  is  an  attempt  to  distance  the  current 
Administration  from  the  Bush  Administration’s  strongly  voiced  support  for  democracy  or 
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a  desire  to  simply  soften  the  image  of  a  pontificating  America,  the  shift  in  rhetoric  is 
noticed  on  the  world  stage.  Even  against  the  recent  backdrop  of  economic  problems, 
the  U.S.  must  stir  the  desire  for  political  representation  in  the  growing  middle  classes  of 
developing  nations. 

Domestically,  it  will  be  important  for  the  President  to  tell  the  American  public  why 
these  major  changes  are  essential  to  the  well  being  of  the  nation.  There  will  be  an 
emotional  reaction  from  the  American  people  (and  their  elected  representatives)  to  the 
idea  of  moving  away  from  the  U.S.  dollar  as  the  global  reserve  currency.49  At  first,  the 
idea  may  be  seen  as  the  surest  sign  of  economic  decay.  And  while  there  is  some  truth 
that  economic  decline  has  led  to  this  necessary  step,  the  American  public  must 
understand  that  this  is  an  essential  action  to  restore  America’s  position  of  strength. 
Holding  onto  the  past  role  of  the  dollar  because  of  faulty  ideas  that  the  dollar’s  historical 
role  is  what  made  the  nation  great  will  not  be  beneficial  for  all  of  the  reasons  that  led  to 
the  current  debt  crisis.  Instead,  the  American  people  must  understand  that  the  dollar 
fulfills  this  global  function  because  the  nation  is  great,  and  it  must  now  change  to  help 
the  U.S.  maintain  not  just  its  economic  position,  but  its  global  leadership.  A  similar 
message  should  be  delivered  to  the  American  people  to  gain  support  for  the  balanced 
budget  amendment:  it  is  critical  not  only  to  ensure  that  the  nation  lives  within  its  own 
means  but  to  send  an  important  global  message  that  will  ease  the  transition  from  the 
dollar  and  prevent  a  catastrophic  loss  in  its  value. 

These  principal  international  and  domestic  messages  will  set  the  stage  for  the 
supporting  strategic  communications  that  will  occur  around  the  world  via  the 
Departments  of  State,  Treasury,  and  Defense.  The  changes  that  come  with  this  grand 
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strategy  will  require  tailored  messages  to  friends  to  ensure  they  are  perceived  to  be  in 
each  nation’s  interests,  if  not  in  the  short  term,  then  at  least  in  the  long  term.  For  foes, 
the  reinforcing  message  will  be  that  the  U.S.  is  acting  to  maintain  its  preeminent  role  as 
a  global  power,  ready  to  continue  its  leadership  and  promotion  of  democracy. 

Feasibility  -  How  Can  Such  Drastic  Change  Occur? 

Any  new  grand  strategy  could  be  the  easy  victim  of  criticism  that  it  may  “brief 
well”  but  could  never  be  implemented.  Indeed,  an  “economic  renewal”  strategy  may  be 
the  easiest  target  for  such  criticism  because  the  components  of  the  overall  strategy 
already  have  their  detractors.  Many  articles  have  been  written  on  the  need  to  move 
away  from  the  dollar,  yet  nearly  every  author  on  the  subject  concedes  that  the  reason 
why  the  dollar  remains  is  because  no  other  currency  is  ready  to  supplant  the  dollar. 
Critics  of  balanced  budget  requirements  simply  point  to  states  like  California  that  now 
have  balanced  budget  requirements  but  still  cannot  enact  fiscal  discipline.  And  from 
those  who  are  skeptical  of  any  changes  in  Security  Council  membership,  there  is 
always  the  persistent  doubt  that  current  veto  members  would  dilute  their  own  power.  A 
balanced  budget  requirement  by  itself  would  not  only  would  be  met  with  stiff  resistance 
from  the  current  Democratic  Party-controlled  Congress,  but  it  could  cause  ripples 
across  the  global  economy  if  there  appeared  to  be  the  potential  for  a  rapid  withdrawal  of 
government-stimulus  spending.  Without  serious  spending  reform,  any  new  balanced 
budget  requirement  or  Amendment  will  not  have  credibility.  But  defense  spending 
reductions  during  a  period  of  two,  manpower-intensive  wars  in  Iraq  and  Afghanistan  just 
does  not  seem  to  be  credible,  unless  one  considers  the  potential  for  new  Security 
Council  members  to  be  new  contributors  to  overall  military  security.  Individually,  these 
criticisms  have  merit.  The  lesson  from  this  is  that  only  when  the  combination  of 
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individual  strategies  is  implemented  as  part  of  an  overall  grand  strategy,  is  it  possible  to 
see  the  necessity  and  feasibility  of  any  individual  policy.  John  Gaddis’  supposition  that 
Grand  Strategy  “requires  the  ability  to  see  how  all  of  the  parts  of  a  problem  relate  to  one 
another,  and  therefore  to  the  whole  thing”  implies  that  solving  the  “whole  thing”  requires 
a  serious,  contemplative  set  of  ideas  where  the  consequences  of  one  policy  necessarily 
interact,  affect,  and  enhance  the  positive  impact  of  other  policies.50 

This  momentous  process  of  change  will  not  start  except  through  the  actions  of 
the  United  States.  But  even  within  the  United  States,  the  individual  actions  of  the 
various  departments  and  agencies  could  never  initiate  any  one  of  the  policies  described 
here.  Only  when  the  President  affirms  the  “large  end”  of  sustained  economic  power 
can  the  national  means  be  organized  toward  this  single  goal.  This  interrelationship  of 
ends,  ways,  and  means,  a  grand  strategy,  is  the  visionary  guidepost  toward  which 
today’s  national  leaders  must  steer.  For  just  as  George  Kennan’s  grand  strategy  of 
containment  served  as  the  larger  goal  for  many  decades,  the  achievement  of  sustained 
economic  power  will  require  the  work  of  many  follow-on  Administrations  and 
Congresses.  Fortunately  the  leadership  and  actions  initiated  today  will  signal  to  the 
world  the  seriousness  of  the  United  States  commitment  to  its  standing  in  the  world 
order,  and  more  importantly,  the  promise  that  America  will  “secure  the  Blessings  of 
Liberty  to  ourselves  and  our  Posterity.”51 
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